Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docunment is an evaluation of the CRA performance of Ravalli County Bank
Ham | ton, Montana, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of Septenber 30, 1996. The agency rates
the CRA performance of an institution consistent with the provisions set forth
in Appendix Ato 12 CFR Part 228.

I NSTITUTION S CRA RATING: This institution is rated " Satisfactory."

Several factors support the bank's satisfactory CRA rating. First, the bank
has mai ntai ned a high | oan-to-deposit ratio since the |ast eval uation

Second, it nmakes alnost all its loans to residents of its assessnent area.
Third, it has a reasonable distribution of [oans to borrowers of different

i nconmes and to businesses of different sizes. Finally, it makes a reasonabl e
percentage of its loans to residents in the noderate-incone bl ock nunbering
areas ("BNA") in its assessnment area.
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The following table indicates the perfornmance | evel of

Ham | t on,

Raval | i

County Bank,
Mont ana, with respect to each of the five performance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

RAVALLI

COUNTY BANK
HAM LTON, MONTANA
PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loan-to-Deposit Ratio

X

Lendi ng i n Assessnment Area

X

Lendi ng to Borrowers of
Different | ncone Levels and
to Busi nesses of Different
Si zes

Ceographic Distribution of
Loans

X

Response to Conpl aints

No CRA conpl aints were received
since the previous eval uation.
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DESCRI PTI ON OF | NSTI TUTI ON

The bank is able to neet credit needs effectively based on its size and
product offerings. The bank received a satisfactory CRArating at its |ast
eval uation. The bank's main office is |ocated in Ham|ton, Mntana, and a
recently opened detached drive-up facility is located in the southern part of
Ham lton. Both these facilities are |located in a mddle-incone BNA. The bank
al so operates five 24-hour automated teller nmachines ("ATM). The three ATMs
with deposit-taking capabilities are located at the main office, the drive-up
facility, and in Darby, Montana. The Darby ATMis in a noderate-income BNA

According to its June 30, 1996, Report of Condition ("ROC'), the bank's assets
total ed approximately $80.5 nillion. Since March 31, 1995, the bank’s total
assets have increased approximately $3.2 mllion. The bank's vol une of net

| oans has increased approximately $9.4 mllion during that same period. |Its
June 30, 1996, ROC indicates that the bank is primarily a residential rea
estate |l ender; approximately 51%of its |loan portfolio is conposed of consuner
real estate loans. The bal ance of the bank's | oan portfolio contains 34%
conmercial, 9% agricultural, 5% consuner, and 1% other |oans. The conposition
of the bank's loan portfolio reflects the I evel of demand for specific types
of loans by residents of the assessnent area.

The bank offers a variety of |oan products to fulfill the credit needs of
residents and businesses within its assessnment area. It extends residential
hone construction, one- to four-famly dwelling, mobile home, agricultural,
conmerci al, and consumer loans. 1In addition, the bank refers Federal Housing

Adm ni stration, Departnment of Veterans Affairs, and private nortgage insurance
residential real estate |oan applicants to a nortgage conpany.

DESCRI PTI ON OF BANK' S ASSESSMENT AREA - RAVALLI COUNTY

The bank has defined its assessnent area as Ravalli County in the Bitterroot
Val | ey regi on of southwestern Montana. The assessment area contains eight
BNAs: 9926, 9927, 9928, 9929, 9930, 9931, 9932, and 9933. BNA 9932 is

desi gnated as noderate income. The remaining BNAs within the assessnent area
are classified as mddl e i ncone.

The bank's assessnment area is known as the "banana belt" regi on of Montana
because of noderate climate conditions. The communities within the assessnent
area include Ham Iton, Victor, Darby, Stevensville, Corvallis, and Florence,
Mont ana. According to 1990 census data, the popul ati on of the assessnent area
is 25,010. Hanmilton is the county seat for Ravalli County.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not located in a netropolitan
statistical area, the categorization of a borrower or BNA's incone is
determned relative to the statew de nonnetropolitan nedian fam ly incone.
Pursuant to CRA's definitions, |owincone individuals have incomes of |ess
than 50% of the statew de nonmetropolitan nedian famly inconme, while
noder at e-i ncone i ndi vi dual s have incones of at |east 50% but |ess than 80% of
this amount. The regul ation defines mddl e-incone individuals as persons with
i nconmes of at |east 80% but |ess than 120% of the statew de nonnetropolitan
median famly incone. Individuals with incomes of 120% or nore of the
statew de nonnetropolitan median fanmly incone are classified as upper-income
persons. BNAs are classified using simlar categories based on the |evel of
the nedian famly incone in the geography. Based on 1990 census dat a,

Mont ana' s nonnetropolitan median famly income is $27,352. According to
updat ed 1995 census data, the statew de nonmetropolitan nmedian famly incone
in Mntana is $32, 200.

According to 1990 census data, the assessment area's median famly incone is
$24,522, while its nedian household income is $21,113. There are 6,932
famlies and 9, 608 households in the assessnent area. Approximately 11% of
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the famlies and 15% of the households in the assessnent area have incones
bel ow t he poverty level. The distribution of famly and househol d i ncones for
the assessnent area is sunmarized in the followi ng table.

ASSESSVENT AREA PCPULATI ON DI STRI BUTI ON BY | NCOVE LEVEL

Low Moder at e M ddl e Upper
Unit of Measure I ncome I ncome I ncome I ncome
Househol ds Conpared to
Medi an Househol d | ncone 24% 19% 19% 38%
Fam | ies Conpared to
Medi an Fam |y | ncone 22% 22% 23% 33%

The econony in the bank's assessnment area is agricultural and natural
resource-based and is generally strong and stable. Primary industries in the
area include | og honme builders, lunmber, health services, and retail.

According to a community contact, affordable housing is scarce in the
assessment area because of an influx of people mgrating to the area from out
of state. Bank managenment and community contacts stated that affordable
housi ng groups are worki ng to devel op new housing for | owincone individuals.
There is some resistance to buil ding affordabl e housing by sone property
owners, who believe property values of neighboring hones will be adversely
affected.

Exami ners contacted | ocal government and busi ness representatives famliar
with the assessnent area as part of the bank's CRA evaluation. Information
obt ai ned fromthese contacts was used to hel p evaluate the bank's CRA
per f or mance.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A
The bank's performance in meeting the credit needs in its assessnent area is

consi dered satisfactory. The criteria on the follow ng pages were anal yzed to
determ ne this rating.
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LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit rati o exceeds the standards for satisfactory
performance. The bank's quarterly net |oan-to-deposit rati o has been

consi stently high and ranged between 71% and 81% si nce the previous

eval uation. Based on June 30, 1996, Uniform Bank Performance Report data, the
bank's | oan-to-deposit ratio is 80% which places it in the 87th percentile of
its peer group. Based on ROC data for the six cal endar quarters since the
previ ous eval uation, the quarterly average of the bank's net | oan-to-deposit
ratio is 77% The followi ng chart sumrarizes the bank's | oan-to-deposit
ratios and its conponents since the previous eval uation

NET LQANS DEPCSI TS NET LOAN-TO
DATE (I'n thousands) (I'n thousands) DEPCSI T RATI O
June 30, 1996 $57, 592 $71, 696 80%
March 31, 1996 $54, 150 $66, 916 81%
Decenber 31, 1995 $53, 350 $70, 773 75%
Sept enber 30, 1995 $51, 598 $66, 932 77%
June 30, 1995 $52, 271 $66, 368 79%
March 31, 1995 $48, 221 $67, 514 71%

The bank's net | oans and deposits have increased since the previous

eval uation. Since March 31, 1995, net |oans and deposits have increased
approximately $9.3 mllion and $4.2 mllion, respectively. According to bank
managenent, the increase in deposits was due in part to a large tenporary
deposit. In addition, the bank has stepped up its marketing for deposits,

i ncluding repricing fees on its checking accounts to be nore conpetitive. The
bank attributes the increase in loans to its marketing efforts and its good

| endi ng reputation

The bank has nade several conmunity devel opnent | oans since the previous
eval uation. These |oans included funds for inprovenment to | ow and noder at e-
i ncome real estate properties and expansion of small businesses.

The bank's quarterly net |oan-to-deposit ratio is greater than the quarter
average ratios of two of its local conpetitors. Based on quarterly ROC data,
the table on the foll owi ng page identifies asset size and quarterly average
net | oan-to-deposit ratios for the bank and two of its conpetitors.
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TOTAL ASSETS

June 30, 1996 QUARTERLY AVERAGE NET
BANK (I'n thousands) LOAN- TO- DEPCSI T RATI O
Raval | i County Bank
Ham | t on, Mont ana $ 80, 493 77%
Conpetitor A $ 58, 396 64%
Conpetitor B $104, 649 58%

Based on the bank's consistently high | oan-to-deposit ratio, the increase in
its loan and deposit levels, and the very favorable conparison to its peer
banks and conpetition, the bank's | oan-to-deposit ratio exceeds standards for
satisfactory perfornance.

DI STRIBUTION OF CREDIT WTH N THE ASSESSMENT AREA

A review of a statistical sanple of |oans originated by the bank within at

| east the last six nonths reveals that a substantial majority of its |oans
were nmade inside its assessnent area. The table bel ow shows the percentages
for the nunber and dollar volume of major product |ine |oans that were inside
the assessnent area.

PERCENTAGE OF LOANS | N THE ASSESSMVENT AREA
Maj or Loan Total Nunber Total Dollar
Product Lines of Loans Amount of Loans
Smal | Busi ness 95 96
Residential Real Estate 91 97
Consuner 91 88

This | evel of concentration in the assessnent area exceeds standards for
satisfactory perfornmance. As noted in the table, the vast majority of the
bank's | oans were within the assessnment area. Because residential real estate
and smal | busi ness | oans conprise a | arge percentage of the bank's | oan
portfolio, the high percentage of these | oans and | oan anounts in the
assessment area i s significant.

LENDI NG TO BORRONERS OF DI FFERENT | NCOVE LEVELS AND TO BUSI NESSES OF DI FFERENT

SI ZES

The bank’s | evel of lending to individuals of different inconmes and to

busi nesses of different sizes neets the standards for satisfactory
performance. As discussed earlier, the CRA classifies inconme levels into four
categories: |ow, noderate, mddle, and upper. Based on the 1990 census, the
nedi an household and famly inconmes for the bank's assessment area are $21, 113
and $24,522, respectively. Both figures are bel ow the statew de

nonnet ropol i tan household and fam ly inconmes for Montana, as of the same
census. The follow ng table shows the percentage of residential real estate
and consuner |oans nmade to borrowers of different incone |evels.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BORROVER | NCOVE LEVEL*

Low Moder at e- M ddl e- Upper -
| ncone | ncone | ncone | ncone
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Loan Type Borrowers Borrower s Bor r ower Borrowers

Resi denti al Real Estate:

Total Nunber of Loans 7% 20% 21% 52%
Total Amount of Loans 0% 2% 66% 31%
Consuner:

Total Nunber of Loans 35% 17% 30% 17%
Total Amount of Loans 3% 7% 6% 7%

*Income | evel is determ ned based on Montana’s 1995 nonnetropolitan nedian
fam |y income of $32, 200.

The data reveals that the bank extends a | arge percentage (52% of its
consuner loans to | ow and noderate-income borrowers. However, actual incone
i nformati on was available for only 22% of the revi ewed consuner |oans in the
sample. Incone data was available for all sanpled residential real estate
borrowers.

Low and noder at e-i ncome househol ds conprise 43% of the bank's assessnent
area. Mre specifically, lowincome and noderate-i ncome househol ds represent
24% and 19% of the total househol ds, respectively. As the table shows, the
bank made 27%of its residential real estate |oans to these borrowers. This
| evel of lending is |ower than the percentage of | ow and noderate-incone
househol ds in the assessnent area. This level is mtigated somewhat by the
per cent age of assessnent area households with i ncomes bel ow the poverty | eve
(15% and the relatively high nedian value of a house in the assessnent area
($61, 734). Based on CRA' s income definitions for individuals, the assessment
area's | owinconme and noder ate-inconme individuals have incones | ower than
$16, 100 and $25, 760, respectively. Gven the assessnent area's housing

val ues, a |l owincone person would probably have nore problens qualifying for a
honme [ oan than woul d a noderate-incone individual. The bank’s |evel of

| endi ng to noderate-incone borrowers conpares closely to the percentage of
noder at e-i nconme households in the assessnent area.

The bank, conversely, has an excellent record of lending to snmall businesses.
Approxi mately 92% of the total nunmber and 85% of the total dollar anount of
| oans sanpled were nmade to small businesses. O these small business | oans,
90% wer e nade in anmounts of $100, 000 or less. Another 5% of the |oans had
anounts greater than $100,000 but |ess than or equal to $250,000. The
remai ni ng 5% of the bank's small business | oans had anmounts greater than
$250, 000.

As di scussed above, the bank has naintained a reasonable |level of lending to
| ow and noderate-income residential real estate borrowers and a significant
| evel of lending to small businesses. Information on the distribution of
consuner loans is given little weight due to the lack of income information
for nost consumer borrowers. Based on the distribution of |oans by borrower
i ncomre and smal | busi ness revenue, the bank's | ending neets the standards for
satisfactory perfornance.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The distribution of the bank's | oans between geographies of different incone
levels in its assessnent area neets the standards for satisfactory
performance. As previously discussed, the bank's assessnent area includes one
noder at e-i nconmre BNA, with the remai ning BNAs designated as mddl e i nconme. The
follow ng tabl e shows the distribution of the bank's consumer, residential

real estate, and small business |oans in noderate- and m ddl e-i ncone BNAs.

I DI STRIBUTI ON OF LOANS | N THE ASSESSMENT AREA I
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BY BNA | NCOVE LEVEL*

Loan Type Moder at e- 1 nconme BNA M ddl e- 1 ncone BNAs
Consumer
Total Nunber of Loans 6% 94%
Total Amount of Loans 3% 97%
Resi dential Real Estate
Total Nunber of Loans 10% 90%
Total Amount of Loans 2% 98%
Smal | Busi ness
Total Nunber of Loans 11% 89%
Total Amount of Loans 34% 66%

*The bank's assessnent area does not

i nclude any | ow or upper-incone BNAs.

The bank's consuner, residentia

real estate, and snal

busi ness | endi ng

performance in the noderate-income BNA i s reasonabl e considering the
percent age of assessnment area residents in this BNA

significant percentage (34% of the tota

In fact, the bank made a

dol | ar volune of small business

| oans in the noderate-income BNA. The total popul ation of the noderate-incone

BNA is 1,657, which is 7%of the tota

assessment area's popul ation distribution, the tota
of the loan originations to residents of the noderate-income BNA is reasonabl e

and neets the standards for satisfactory perfornance.

nunber

assessment area popul ation. G ven the

and dol | ar anpunt
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GENERAL

The eval uation did not reveal any substantive violations of fair |ending | ans
and regul ations; only violations involving the technical aspects of

Regul ation B were found. The bank has not received any CRA conpl aints since
t he previous eval uati on.
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PUBLIC DISCLOSURE

September 30, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Ravalli County Bank
Name of Depository Ingtitution

093005300000
I dentification Number of Ingtitution

Hamilton, Montana
Address of Ingtitution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial condition of
thisingtitution. The rating assigned to this ingtitution does not represent an analys's, conclusion,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



